FEDERAL ALTERNATIVE FUEL VEHICLE INCENTIVES AND LAWS

Federal Alternative Fuel Vehicle Incentives and Laws

The information in this guide is current as of November 6, 1996. However, programs and laws are constantly
changing, and although we did our best to keep up with these changes, this information will need to be updatepl
on a continual basis. If your organization is not listed, or if the information on your organization’s programs has
changed, please call TG Powell, Clean Cities Consultant, Abacus Technology Corporation, at (301) 951-1717, afd
let us know so that corrections can be made in the next edition.
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Overview

The main Federal incentives for the purchase or conversion of individual alternative fuel vehicles (AFVs) are the Federal Income Tax
deductions of $2,000 to $50,000 for clean-fuel vehicles, and the income tax credit of up to $4,000 for electric vehicles (EVs). An
income tax deduction is also available for the installation of refueling or recharging facilities for AFVs.

Except for the Federal tax credits and deductions, most of the Federal incentives are programmatic grants oriented toward large
investments such as infrastructure and larger purchases. The lead agencies for AFV programs are the Department of Energy (DOE
the Department of Transportation (DOT), and the Environmental Protection Agency (EPA).

Highlights

$ $2,000 - $50,000 Federal Income Tax deduction for the purchase or conversion of qualified clean-fuel vehicles.

$ Up to $4,000 Federal tax credit for 10% of the purchase price of an EV.

U.S Internal Revenue Sevwice (IRS), U.S. Department of Treasury, 1111 Constitution Avenue, NW, Room 5214, CC:PSI:8,
Washington, DC 20224.

$ Federal Tax Deduction for Clean-Fuel Vehicles and Certain Refueling Property. A tax deduction for the purchase
of a new original equipment manufacturer (OEM) qualified clean-fuel vehicle or for the conversion of a vehicle to
use a clean-burning fuel is provided under the Energy Policy Act of 1992 (EPACT), PL-102-486, Title XIX-Revenue
Provisions, Sec. 179A. The amount of the tax deductions for qualified clean-fuel vehicles are based on the gross
vehicle weight (gvw) and types of vehicles as follows:

Truck or van (gvw of 10,000 Ibs - 26,000 Ibs) $ 5,000
Truck or van (gvw more than 26,000 Ibs) $50,000
Buses (with seating capacity of 20+ adults) $50,000
All other vehicles (off-road vehicles excluded) $ 2,000

The tax deduction for clean-fuel vehicles is available for business or personal vehicles, except EVs eligible for the
Federal EV tax credit. The deduction is not amortized and must be taken in the year the vehicle is
acquired. A tax deduction of up to $100,000 per location is available for qualified clean-fuel
refueling property or recharging property for EVs. The equipment must be used in a trade or business.

$ Electric Vehicle Tax Credit. A tax credit for the purchase of qualified EVs and hybrid electric vehicles (HEVS) is
provided under EPACT PL 102-486, Title XIX-Revenue Provisions, Sec. 30, Credit for Qualified Electric \ehicles.
The size of the credit is 10% of the cost of the vehicle, up to a maximum credit of $4,000. Beginning in 2001, the
size of the credit is reduced by 25% per year until the credit is fully phased out. To qualify for the credit, the
vehicle must be powered primarily by an electric motor drawing current from batteries or other portable sources
of electric current. All dedicated, plug-in only, EVs qualify for the tax credit. All series and some parallel HEVs
meet these qualifications. The tax credit for EVs is available for business or personal vehicles.

The dollar amount for the Clean-Fuel Vehicle tax deductions and credits will be reduced after the year 2001
according to the following schedule: 2002: 25% reduction, 2003: 50% reduction, and 2004: 75% reduction.
These deductions and credits are available between December 20, 1993 and December 31, 2004. For more
information contact, Winston Douglas, Alternative Fuels Tax Provisions, at (202) 622-3110; or Frank Boland,
Alcohol Fuel Tax Information, at (202) 622-3130; or call the toll-free order desk at (800) 829-3676, and ask for
publication #553, Alternative Fuel Vehicle Tax Deduction Booklet.
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U.S Department of Energy (DOE), 1000 Independence Avenue, SW, Washington, DC, 20585. General telephone number:
(202) 586-5000.

Energy Policy Act (EPACT) of 1992EPACT accelerates the purchase requirements for AFVs by the Federal fleet, proposes
eliminating the cap on Corporate Average Fuel Economy (CAFE) credits that manufacturers can eam by producing dual-fuel and
flexible-fuel vehicles, and requires fleets in large urban areas to purchase AFVs. EPACT also establishes incentives for the purchase
AFVs and conversion of conventional gasoline vehicles to alternative fuels by the private sector and state and local governments.

CHAMP Pogram. Section 411 of EPACT establishes a National Certification Program to certify training programs on: installing
retrofit equipment that converts gasoline fueled vehicles into AFVs or dual-fueled vehicles; maintaining and repairing AFVs; and
maintaining and repairing AFV refueling systems. CHAMP also supports a nationwide scholarship program that is administered
by the American Automobile Association (AAA). For more information on the CHAMP scholarship, contact James Dunst,
National Manager, AAA, at (407) 444-TEST. For further information on the CHAMP Program, contact David Rodgers at

(202) 586-7182.

Stde and Local Incenie Poogram Section 409 of EPACT authorizes DOE to establish guidelines for implementing a state
alternative fuels and AFV incentive program and authorizes $10 million per year for state and local AFV programs. In March
1995, DOE issued a notice of proposed rulemaking that would establish a process for states to apply for financial assistance tc
implement AFV programs. At the time of publication, DOE is anticipating the cancellation of this rulemaking.

However, depending on congressional appropriations, DOE intends to make annual awards for alternative fuel projects that
support the Clean Cities Program through the State Energy Program. In 1996, 13 states received funding totaling $2.15 million
for alternative fuel projects through the competitively-awarded special projects section of the State Energy Program. Types of
activities funded include the purchase of and conversion to AFVs, development of infrastructure, public education, market
development, Clean Cities coordinator positions, and training programs and materials for fleet managers. See information on
the State Energy Program below. For more information, contact Marcy Rood at (202) 586-8161.

State Energy Program States will promote the conservation of energy, reduce the rate of growth of energy demand, and reduce
dependence on imported oil through the development and implementation of a comprehensive State Energy Program. The State
Energy Program is the result of the consolidation of two formula grant programs - - the State Energy Conservation Program and the
Institutional Conservation Program. The State Energy Program includes provisions for competitively-awarded financial assistance for
a number of state-oriented special project activities, including alternative fuels. (See above State and Local Incentive Program.) In
addition to funding for special project activities, states may choose to allocate base formula funds to program activities to increase
transportation efficiency, including programs to accelerate the use of alternative transportation fuels for government vehicles, fleet
vehicles, taxis, mass transit, and privately owned vehicles. For more information, contact your State Energy Office, or the DOE
Regional Office for your region, which are listed under the Points of Contact section for your state, or contact Ron Santoro at DOE
Headquarters, at (202) 586-8296.

DOE/Urban Consortium Funds DOE's Municipal Energy Management Program has funded more than 250 projects that
demonstrate innovative energy technologies and management tools in cities and counties through the Urban Consortium Energy
Task Force (UCETF). Each year the task force requests proposals from major urban jurisdictions. After a review process, UCETF
funds those projects that best define and demonstrate innovative and realistic technologies, strategies, and methods that can
facilitate urban America’s efforts to become more energy efficient and environmentally responsible. In the past, many AFV projects
have received funding from the UCETF. For more information or a copy of the Request for Proposal (RFP), call Lisa Freeman at The
Urban Consortium at (202) 626-2400; Judith Mondre, UCETF Chairperson, at (215) 686-3904; or Sue Cadenhead, DOE Program
Manager, Municipal Energy Management, at (202) 586-9120.

Petroleum Molation Escrow Account (PVE) Commonly referred to as "oil overcharge funds," the PVE was created from fines

collected by the Federal government from oil companies that over-charged consumers during the oil crisis of the 1970s. The mone
is distributed to the states for use in energy efficiency programs. These funds are not taxpayer dollars and are generally used for
demonstration projects since funds from the PVE account do not receive year-to-year funding increases. In 1996, more than $80
million was collected and distributed to the states. To find out about availability of PVE funds (type of projects funded and amount),
contact Faith Lambert, Office of State and Community Programs at (202) 586-2319. For information concerning PVE funds in your
state, contact your State Energy Office, which is listed under your state's Points of Contact section of this guide, or contact the Clea
Cities Hotline at (800) CCITIES.
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U.S Department of Transpottation (DOT), Federal Highway Administration (FHA) and Federal Transit Administration (FTA),
400 7th Street SW, Washington, DC 20590. General telephone number: (202) 366-4000.

Congestion Mitigation and Air Quality (CMAQ) Improvement ProgranCMAQ, established by the Intermodal Surface

Transportation Efficiency Act of 1991 (ISTEA), directs funds to state transportation programs and projects which are likely to
contribute to air quality improvements and transportation services. The primary focus of the CMAQ Program is to implement
transportation control measures that are part of the states’ air quality implementation plans, known as SIPs. Eligible projects and
programs, including alternative fuel conversions, must be included in the transportation improvement programs (TIPs) developed by
the metropolitan planning organizations (MPQO) in nonattainment areas.

States having ozone and/or carbon monoxide nonattainment areas, which meet the nonattainment classification contained in the
CAAA, must use these apportioned funds in such nonattainment areas. States with no ozone or carbon monoxide nonattainmer
areas can use the CMAQ funds for any project eligible under CMAQ or the Surface Transportation Program. Generally, the
conversion of individual conventionally-powered vehicles to altemative fuels is not eligible under the CMAQ Program. However, the
conversion or replacement of centrally-fueled fleets to alternative fuels are eligible, provided that the fleet is publicly owned (or
leased) and operated and the fleet conversion is in response to a specific requirement in the CAAA, or the fleet conversion is
specifically identified in the State Implementation Plan (SIP) as part of the emissions reduction strategy of a nonattainment area.

Establishing on-site fueling facilities and other infrastructure needed to fuel AFVs are also eligible for CMAQ funds under the above
conditions. This means that the vehicles and facility must be publicly owned (or leased) and that the use of AFVs must either be
required under the CAAA or in the SIP. For more information about the CMAQ Program, contact Mike Savonis of the Federal
Highway Administration, at (202) 366-2080. For more information on programs in your area that are funded by CMAQ or ISTEA,
contact your local MPO or State Transportation Contact, which are listed under each state's Points of Contact section of this guide.

Section 3 Discretionary and Formula Capital ProgramThis program provides funding for the establishment of new rail projects,
improvement and maintenance of existing rail projects, and the rehabilitation of bus systems. Funding is not specifically designated
for AFVs, but the funds provided by this program may be used to purchase alternative fuel buses. For most projects funded throug
Section 3, the Federal Transit Administration (FTA) will pay 80% of the total project costs. For more information, contact the regional
FTA office for your state, which is listed in your state's Points of Contact section of this guide.

U.S Environmental Protection Agency (EPA), 401 M Street, SW, Washington, DC 20460. General telephone number:
(202) 260-2090.

Clean Air Act Amendments of 1990 (CAAA)CAAA sets emissions standards for stationary and mobile sources. The CAAA
establishes targets, standards, and procedures for reducing human and environmental exposure to a range of pollutants generate
by industry and transportation.

Air Pollution Control Program This program, known as Section 105 grants, assists state and municipal agencies in planning,
developing, establishing, improving, and maintaining adequate programs for prevention and control of air pollution or
implementation of national air quality standards. States and municipalities may receive up to 60% Federal funds to implement their
plans. Requests for application forms and completed applications are submitted to the appropriate EPA Regional Grants
Administration Branch. For program information, contact Jerry Stubbefields, of the EPA, at (919) 541-0876.

Pollution Prevention Grants Program This program supports the establishment and expansion of state pollution prevention
programs and addresses various sectors of concern such as energy, transportation, industrial toxins, and agriculture. Funds awarc
under this grant/cooperative agreement are awarded to support innovative pollution prevention programs that address the transfe
of potentially harmful pollutants across all media - - air, land, and water. State agencies are required to contribute at least 50% of th
total cost of their project. For more information, contact the Pollution Prevention Coordinator in your EPA Regional Office, which is
listed in the Points of Contact section for your state.
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AFV FUNDING WORKSHEET -- State of

PART 1 - Sources of Fundindl | Amount You Expect to Receive

l. Stde Incenties

$
Il.  Utilities/Private Incentves
+ $
. Stae Lavs & Reguldions
+ 8
IV.  Fedeal Tax Incenties
+ $
Total Funding = $
PART 2 - Payback Period
1) To calculate an AFV's payback period, you first need to knowntinemental Cost of that vehicle compared to a comparable gasoline vehicle:
$ -3 = $ 1a
Initial Cost of AFV Cost of Comparable Gasoline Incremental Cost *
Vehicle

* NOTE: If you are converting existing fleet vehicles, then substitute the conversion costlfioreieental Cost

2) Subtract from théncremental Cost box 1a, th&otal Funding from the box at bottom of Part 1 to get Met Incremental Cost

$ -3 = H 2a
Incremental Cost Total Funding (from part 1) Net Incremental Cost

(from box 1a)

3) To find the$ per mile fuel costdivide your fuel cost per gasoline gallon equivalent (gge) by your vehicle's miles per gallon (mpg). Do this
calculation for both gasoline and the alternative fuel.

a) gasoline:
/ = $ 3a
mpg
$ per gallon vehicle mpg $ per mile fuel cost
b) alternative fuel:
/ = $ 3b
mpg
$ per gge vehicle mpg $ per mile fuel cost
c) electric:
$ / = $
mi/kWh 3c
$ per kWh vehicle miles per kWh $ per mile fuel cost
4) Then subtract the per mile fuel costof your alternative fuel from tHe per mile fuel costof gasoline to find you$ savings per mile
$ - 9 = $ 42
$ per mile fuel cost gasoline $ per mile fuel cost alternative $ savings per mile
(from box 3a) fuel (from box 3b or 3c)

5) Then divide thélet Incremental Cost,box 2a, by thé& savings per milebox 4a, to get the payback period for your AFV in terms of miles.

$ 1§ =

Net Incremental Cost $ savings per mile Payback in miles
(from box 2a) (from box 4a)

miles
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